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et seq. The forms, filing date, and ap-
proved OMB clearance numbers are 
identified in 30 CFR 210.10. 

[57 FR 41863, Sept. 14, 1992] 

Subpart B—Indian Oil 

SOURCE: 61 FR 5455, Feb. 12, 1996, unless 
otherwise noted. 

§ 206.50 Purpose and scope. 

(a) This subpart is applicable to all 
oil production from Indian (Tribal and 
allotted) oil and gas leases (except 
leases on the Osage Indian Reservation, 
Osage County, Oklahoma). The purpose 
of this subpart is to establish the value 
of production, for royalty purposes, 
consistent with the mineral leasing 
laws, other applicable laws, and lease 
terms. 

(b) If the specific provisions of any 
Federal statute, treaty, settlement 
agreement between the Indian lessor 
and a lessee resulting from administra-
tive or judicial litigation, or oil and 
gas lease subject to the requirements 
of this subpart are inconsistent with 
any regulation in this subpart, then 
the statute, treaty, lease provision or 
settlement agreement shall govern to 
the extent of that inconsistency. 

(c) All royalty payments made to 
MMS or Indian Tribes are subject to 
audit and adjustment. 

(d) The regulations in this subpart 
are intended to ensure that the trust 
responsibilities of the United States 
with respect to the administration of 
Indian oil and gas leases are discharged 
in accordance with the requirements of 
the governing mineral leasing laws, 
treaties, and lease terms. 

§ 206.51 Definitions. 

For the purposes of this subpart: 
Allowance means an approved or an 

MMS-initially accepted deduction in 
determining value for royalty pur-
poses. Transportation allowance means 
an allowance for the reasonable, actual 
costs incurred by the lessee for moving 
oil to a point of sale or point of deliv-
ery off the lease, unit area, or 
communitized area, excluding gath-
ering, or an approved or MMS-initially 
accepted deduction for costs of such 

transportation, determined by this sub-
part. 

Area means a geographic region at 
least as large as the defined limits of 
an oil and/or gas field in which oil and/ 
or gas lease products have similar qual-
ity, economic, and legal characteris-
tics. 

Arm’s-length contract means a con-
tract or agreement that has been ar-
rived at in the market place between 
independent, nonaffiliated persons with 
opposing economic interests regarding 
that contract. For purposes of this sub-
part, two persons are affiliated if one 
person controls, is controlled by, or is 
under common control with another 
person. For purposes of this subpart, 
based on the instruments of ownership 
of the voting securities of an entity, or 
based on other forms of ownership: 
ownership in excess of 50 percent con-
stitutes control; ownership of 10 
through 50 percent creates a presump-
tion of control; and ownership of less 
than 10 percent creates a presumption 
of noncontrol which MMS may rebut if 
it demonstrates actual or legal control, 
including the existence of interlocking 
directorates. Notwithstanding any 
other provisions of this subpart, con-
tracts between relatives, either by 
blood or by marriage, are not arm’s- 
length contracts. MMS may require the 
lessee to certify ownership control. To 
be considered arm’s-length for any pro-
duction month, a contract must meet 
the requirements of this definition for 
that production month, as well as when 
the contract was executed. 

Audit means a review, conducted in 
accordance with generally accepted ac-
counting and auditing standards, of 
royalty payment compliance activities 
of lessees or other interest holders who 
pay royalties, rents, or bonuses on In-
dian leases. 

BIA means the Bureau of Indian Af-
fairs of the Department of the Interior. 

BLM means the Bureau of Land Man-
agement of the Department of the Inte-
rior. 

Condensate means liquid hydro-
carbons (normally exceeding 40 degrees 
of API gravity) recovered at the sur-
face without resorting to processing. 
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Condensate is the mixture of liquid hy-
drocarbons that results from condensa-
tion of petroleum hydrocarbons exist-
ing initially in a gaseous phase in an 
underground reservoir. 

Contract means any oral or written 
agreement, including amendments or 
revisions thereto, between two or more 
persons and enforceable by law that 
with due consideration creates an obli-
gation. 

Field means a geographic region situ-
ated over one or more subsurface oil 
and gas reservoirs encompassing at 
least the outermost boundaries of all 
oil and gas accumulations known to be 
within those reservoirs vertically pro-
jected to the land surface. Onshore 
fields are usually given names and 
their official boundaries are often des-
ignated by oil and gas regulatory agen-
cies in the respective States in which 
the fields are located. 

Gathering means the movement of 
lease production to a central accumu-
lation or treatment point on the lease, 
unit, or communitized area, or to a 
central accumulation or treatment 
point off the lease, unit, or 
communitized area as approved by 
BLM operations personnel for onshore 
leases. 

Gross proceeds (for royalty payment 
purposes) means the total monies and 
other consideration accruing to an oil 
and gas lessee for the disposition of the 
oil produced. Gross proceeds includes, 
but is not limited to, payments to the 
lessee for certain services such as dehy-
dration, measurement, and/or gath-
ering to the extent that the lessee is 
obligated to perform them at no cost to 
the Indian lessor. Gross proceeds, as 
applied to oil, also includes, but is not 
limited to, reimbursements for har-
boring or terminaling fees. Tax reim-
bursements are part of the gross pro-
ceeds accruing to a lessee even though 
the Indian royalty interest may be ex-
empt from taxation. Monies and other 
consideration, including the forms of 
consideration identified in this para-
graph, to which a lessee is contrac-
tually or legally entitled but which it 
does not seek to collect through rea-
sonable efforts are also part of gross 
proceeds. 

Indian allottee means any Indian for 
whom land or an interest in land is 

held in trust by the United States or 
who holds title subject to Federal re-
striction against alienation. 

Indian Tribe means any Indian Tribe, 
band, nation, pueblo, community, 
rancheria, colony, or other group of In-
dians for which any land or interest in 
land is held in trust by the United 
States or which is subject to Federal 
restriction against alienation. 

Lease means any contract, profit- 
share arrangement, joint venture, or 
other agreement issued or approved by 
the United States under a mineral leas-
ing law that authorizes exploration for, 
development or extraction of, or re-
moval of lease products—or the land 
area covered by that authorization, 
whichever is required by the context. 

Lease products means any leased min-
erals attributable to, originating from, 
or allocated to Indian leases. 

Lessee means any person to whom an 
Indian Tribe, or an Indian allottee 
issues a lease, and any person who has 
been assigned an obligation to make 
royalty or other payments required by 
the lease. This includes any person who 
has an interest in a lease as well as an 
operator or payor who has no interest 
in the lease but who has assumed the 
royalty payment responsibility. 

Like-quality lease products means 
lease products which have similar 
chemical, physical, and legal charac-
teristics. 

Load oil means any oil which has 
been used with respect to the operation 
of oil or gas wells for wellbore stimula-
tion, workover, chemical treatment, or 
production purposes. It does not in-
clude oil used at the surface to place 
lease production in marketable condi-
tion. 

Marketable condition means lease 
products which are sufficiently free 
from impurities and otherwise in a con-
dition that they will be accepted by a 
purchaser under a sales contract typ-
ical for the field or area. 

Marketing affiliate means an affiliate 
of the lessee whose function is to ac-
quire only the lessee’s production and 
to market that production. 

Minimum royalty means that min-
imum amount of annual royalty that 
the lessee must pay as specified in the 
lease or in applicable leasing regula-
tions. 
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MMS means the Minerals Manage-
ment Service of the Department of the 
Interior. 

Net-back method (or workback meth-
od) means a method for calculating 
market value of oil at the lease. Under 
this method, costs of transportation, 
processing, or manufacturing are de-
ducted from the proceeds received for 
the oil and any extracted, processed, or 
manufactured products, or from the 
value of the oil or any extracted, proc-
essed, or manufactured products at the 
first point at which reasonable values 
for any such products may be deter-
mined by a sale under an arm’s-length 
contract or comparison to other sales 
of such products, to ascertain value at 
the lease. 

Net profit share (for applicable Indian 
lessees) means the specified share of 
the net profit from production of oil 
and gas as provided in the agreement. 

Oil means a mixture of hydrocarbons 
that existed in the liquid phase in nat-
ural underground reservoirs and re-
mains liquid at atmospheric pressure 
after passing through surface sepa-
rating facilities and is marketed or 
used as such. Condensate recovered in 
lease separators or field facilities is 
considered to be oil. For purposes of 
royalty valuation, the term tar sands 
is defined separately from oil. 

Oil shale means a kerogen-bearing 
rock (i.e., fossilized, insoluble, organic 
material). Separation of kerogen from 
oil shale may take place in situ or in 
surface retorts by various processes. 
The kerogen, upon distillation, will 
yield liquid and gaseous hydrocarbons. 

Person means any individual, firm, 
corporation, association, partnership, 
consortium, or joint venture (when es-
tablished as a separate entity). 

Posted price means the price specified 
in publicly available posted price bul-
letins, onshore terminal postings, or 
other price notices net of all adjust-
ments for quality (e.g., API gravity, 
sulfur content, etc.) and location for 
oil in marketable condition. 

Processing means any process de-
signed to remove elements or com-
pounds (hydrocarbon and nonhydro-
carbon) from gas, including absorption, 
adsorption, or refrigeration. Field proc-
esses which normally take place on or 
near the lease, such as natural pressure 

reduction, mechanical separation, 
heating, cooling, dehydration, and 
compression are not considered proc-
essing. The changing of pressures and/ 
or temperatures in a reservoir is not 
considered processing. 

Selling arrangement means the indi-
vidual contractual arrangements under 
which sales or dispositions of oil are 
made. Selling arrangements are de-
scribed by illustration in MMS Royalty 
Management Program Oil and Gas 
Payor Handbook. 

Spot sales agreement means a contract 
wherein a seller agrees to sell to a 
buyer a specified amount of oil at a 
specified price over a fixed period, usu-
ally of short duration, which does not 
normally require a cancellation notice 
to terminate, and which does not con-
tain an obligation, nor imply an intent, 
to continue in subsequent periods. 

Tar sands means any consolidated or 
unconsolidated rock (other than coal, 
oil shale, or gilsonite) that contains a 
hydrocarbonaceous material with a 
gas-free viscosity greater than 10,000 
centipoise at original reservoir tem-
perature. 

[61 FR 5455, Feb. 12, 1996, as amended at 64 
FR 43288, Aug. 10, 1999] 

§ 206.52 Valuation standards. 
(a)(1) The value of production, for 

royalty purposes, of oil from leases 
subject to this subpart shall be the 
value determined under this section 
less applicable allowances determined 
under this subpart. 

(2)(i) For any Indian leases which 
provide that the Secretary may con-
sider the highest price paid or offered 
for a major portion of production 
(major portion) in determining value 
for royalty purposes, if data are avail-
able to compute a major portion, MMS 
will, where practicable, compare the 
value determined in accordance with 
this section with the major portion. 
The value to be used in determining 
the value of production, for royalty 
purposes, shall be the higher of those 
two values. 

(ii) For purposes of this paragraph, 
major portion means the highest price 
paid or offered at the time of produc-
tion for the major portion of oil pro-
duction from the same field. The major 
portion will be calculated using like- 
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